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-3UHSDUHG IRU WKH %URRNLQJV0:KDUWRQ 3DSHUV RQ )LQDQFLDO 6HUYLFHV )LIWK $QQXDO &RQIHUHQFH= 7KH
)XWXUH RI 6HFXULWLHV 0DUNHWV1 , DP JUDWHIXO WR FROODERUDWRUV DQG FR0DXWKRUV RQ WKH YDULRXV SURMHFWV DQG
SDSHUV GHVFULEHG LQ WKLV SDSHU/ LQFOXGLQJ .DWKOHHQ $XVXEHO/ 3HWHU &UDPWRQ/ 8OULFK *DOO/ (ULF 0DVNLQ/
3DXO 0LOJURP DQG -HVVH 6FKZDUW]/ DQG WR 3HWHU *UDM]O IRU H[FHOOHQW UHVHDUFK DVVLVWDQFH1

)XUWKHU LQIRUPDWLRQ DERXW WKH DXFWLRQ VRIWZDUH GHVFULEHG KHUHLQ DQG LWV DYDLODELOLW\ IRU DSSOLFDWLRQV
LQ WKH ILQDQFLDO VHUYLFHV VHFWRU LV DYDLODEOH IURP WKH DXWKRU1 )XUWKHU PDWHULDOV RQ DXFWLRQ WKHRU\ DQG
SUDFWLFH DUH DYDLODEOH RQ WKH DXWKRU¶V ZHEVLWH/ ZZZ1DXVXEHO1FRP/ DQG RQ ZZZ1HIILFLHQWDXFWLRQV1FRP DQG
ZZZ1PDUNHW0GHVLJQ1FRP1
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ì ,QWURGXFWLRQ

,PDJLQH DWWHPSWLQJ WR H[SODLQ WR D YLVLWRU/ IURP DQRWKHU HUD RU DQRWKHU SODQHW/ WKH HFRQRPLF
UDWLRQDOH EHKLQG YDULRXV LQVWLWXWLRQV LQ WKH $PHULFDQ HFRQRP\ DW WKH VWDUW RI WKH 54VW FHQWXU\1
)HZ SUDFWLFHV VHHP PRUH GLIILFXOW WR MXVWLI\ WR WKH RXWVLGHU WKDQ WKH FXUUHQW SURFHGXUH IRU WKH
LVVXDQFH RI HTXLW\ VHFXULWLHV1 7KH VKDUH SULFH LQ LQLWLDO SXEOLF RIIHULQJV +,32¶V, RIWHQ EHDUV OLWWOH
FRQQHFWLRQ WR WKH HTXDWLQJ RI VXSSO\ DQG GHPDQG/ VR WKDW ,32¶V DUH VRPHWLPHV PDVVLYHO\
RYHUVXEVFULEHG DQG WKH VKDUH SULFH LQFUHDVHV E\ DV PXFK DV D IDFWRU RI ILYH IURP WKH RIIHULQJ
SULFH WR WKH FORVH RI WKH ILUVW GD\ RI WUDGLQJ1 6KDUHV LQ WKHVH RYHUVXEVFULEHG RIIHULQJV DUH UDWLRQHG/
QRW DFFRUGLQJ WR ZLOOLQJQHVV WR SD\/ EXW WR IDYRUHG FOLHQWV RI WKH XQGHUZULWLQJ LQYHVWPHQW EDQNV1
2IWHQ WKHUH LV DW OHDVW WKH DSSHDUDQFH WKDW FOLHQWV UHFHLYH WKHLU DOORWPHQWV LQ H[FKDQJH IRU
UHWXUQLQJ YDOXH WR WKH LQYHVWPHQW EDQNV LQ RWKHU WUDQVDFWLRQV> DQG UHFHQWO\ WKHUH KDYH EHHQ
DOOHJDWLRQV WKDW VRPH DOORWPHQWV KDYH EHHQ PDGH LQ H[FKDQJH IRU DJUHHPHQWV WR EX\ DGGLWLRQDO
VKDUHV RQ WKH RSHQ PDUNHW DIWHU WKH ,321:KLOH WKH DVVRFLDWHG UHWXUQV IRUHJRQH E\ WKH VHOOHUV
+L1H1/ WKH FRPSDQLHV JRLQJ SXEOLF, ZRXOG EH HDVLHU WR MXVWLI\ LI WKH H[SOLFLW IHHV IRU WKH VHUYLFH
ZHUH FRPPHQVXUDWHO\ GLVFRXQWHG/ WKH H[SOLFLW IHHV FKDUJHG IRU ,32¶V DFWXDOO\ VHHP TXLWH KLJK/
JHQHUDOO\ D :( FRPPLVVLRQ RQ SURFHHGV IURP WKH QHZ VKDUHV14

7KH PDLQ REMHFWLYH RI WKLV SDSHU LV QRW WR KDPPHU DZD\ DW WKH LQHIILFLHQFLHV SUHVHQW LQ WKH
FXUUHQW V\VWHP RI QHZ HTXLW\ LVVXDQFH> QRU WR DWWHPSW WR H[SODLQ ZKDW SUHYHQWV WKH FXUUHQW
V\VWHP IURP EHLQJ VZHSW DVLGH1 5DWKHU/ WKLV SDSHU VHHNV WR GUDZ IURP QHZ GHYHORSPHQWV LQ
PDUNHW GHVLJQ²ERWK WKHRUHWLFDO UHVXOWV DQG QHZ SUDFWLFHV LQ RWKHU VHFWRUV²DQG WR KLJKOLJKW
DOWHUQDWLYH SURFHGXUHV WKDW PD\ EH EHVW VXLWHG WR VXSSOHPHQW RU UHSODFH WKH FXUUHQW IODZHG
V\VWHP1

ë &RPPHQWV RQ &XUUHQW 3UDFWLFH IRU 1HZ (TXLW\ ,VVXDQFH

7KH \HDUV 5333 DQG 5334 KDYH VHHQ 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ +6(&, LQYHVWLJDWLRQV
LQWR WZR DOOHJHG DEXVHV LQ WKH FXUUHQW SUDFWLFH IRU QHZ HTXLW\ LVVXDQFH/ D '433 PLOOLRQ WHQWDWLYH
VHWWOHPHQW RI FKDUJHV E\ &UHGLW 6XLVVH )LUVW %RVWRQ/ DQG D SOHWKRUD RI SULYDWH ODZVXLWV ILOHG1
,Q 0D\ 5334/ 7KH (FRQRPLVW SURYLGHG DQ HDUO\/ ZHOO ZULWWHQ/ DQG VRPHZKDW VNHSWLFDO V\QRSVLV=

:HUH LQYHVWPHQW EDQNV FURRNHG ZKHQ WKH\ PDGH ELOOLRQV RI GROODUV IURP WKH
,QWHUQHW EXEEOH"

,W HQMR\HG WKH GRWFRP SDUW\ DV PXFK DV DQ\RQH1 %XW QRZ WKDW WKH ZKROH WKLQJ KDV
HQGHG PHVVLO\/:DOO 6WUHHW KDV EHFRPH HYHU\ERG\¶V IDYRXULWH VFDSHJRDW1 ,WV
DQDO\VWV DUH DFFXVHG RI DEDQGRQLQJ REMHFWLYLW\ WR WRXW VKDUHV WKDW WKHLU LQYHVWPHQW
EDQNV XQGHUZURWH1 8QGHUZULWHUV DUH VDLG WR KDYH VHW WKH VKDUH SULFH WRR ORZ LQ
LQLWLDO SXEOLF RIIHULQJV +,32V,/ VR DV WR HQVXUH D KXJH MXPS LQ WKH SULFH ZKHQ
WUDGLQJ EHJDQ1 7KDW MXPS LQ WXUQ HQDEOHG LQYHVWPHQW EDQNV WR UHZDUG IDYRXUHG
FOLHQWV ZKR ZHUH DOORFDWHG VKDUHV LQ WKH ,32/ ZKLFK FOLHQWV FRXOG LQVWDQWO\ VHOO DW
D IDW SURILW1 7R FRPSRXQG WKH UDVFDOLW\/ WKH EDQNV VKDUHG LQ WKRVH SURILWV E\
GHPDQGLQJ UHWXUQ IDYRXUV IURP WKH FOLHQWV15

4 7KH XQGHUZULWLQJ FRPPLVVLRQ ZDV H[DFWO\ :( IRU PRUH WKDQ <3( RI 8161 ,32¶V UDLVLQJ '530;3 PLOOLRQ LQ UHFHQW
\HDUV +&KHQ DQG 5LWWHU/ 5333,1
5 ³:DOO 6WUHHW XQGHU VFUXWLQ\= $ SHQQ\ LQ ZKRVH SRFNHW"´ 7KH (FRQRPLVW/0D\ 57/ 53341
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1R PDWWHU KRZ IDUIHWFKHG RU FRUUXSW WKLV VFHQDULR VHHPHG/ E\ HDUO\ 5335 VXEVWDQWLDO HYLGHQFH
KDG DFFXPXODWHG VXSSRUWLQJ VRPH RI WKHVH FODLPV1 &UHGLW 6XLVVH )LUVW %RVWRQ KDG UHDFKHG ILQDO
DJUHHPHQW RQ D '433 PLOOLRQ VHWWOHPHQW RI JRYHUQPHQW FKDUJHV1 $FFRUGLQJ WR SXEOLVKHG
DFFRXQWV/ ³7KH UHJXODWRUV VLQJOHG RXW )LUVW %RVWRQ/ DFFXVLQJ LW RI GHPDQGLQJ WKDW FXVWRPHUV SD\
EDFN VRPH RI WKH SURILW WKH\ PDGH IURP WUDGLQJ QHZ VWRFNV LQ WKH IRUP RI LQIODWHG FRPPLVVLRQV
RQ RWKHU VWRFN WUDGHV1 ,QYHVWLJDWRUV JDWKHUHG HYLGHQFH/ LQFOXGLQJ H0PDLO PHVVDJHV/ WKDW LQGLFDWHG
WKDW WKH ILUP*V VDOH UHSUHVHQWDWLYHV KDG WROG VRPH FXVWRPHUV WR SD\ WKH ILUP DW OHDVW '4 LQ
FRPPLVVLRQV IRU HYHU\ '6 RI QHZ0VWRFN WUDGLQJ SURILWV1´6 )XUWKHUPRUH/ ³3ODLQWLIIV¶ ODZ\HUV KDYH
ILOHG PRUH WKDQ 4/333 ODZVXLWV DJDLQVW )LUVW %RVWRQ DQG DERXW IRXU GR]HQ RWKHU VHFXULWLHV ILUPV/
DVVHUWLQJ WKDW WKH\ PDQLSXODWHG WKH SULFHV RI QHZ VWRFNV LQ YDULRXV ZD\V1 7KRVH VXLWV FRQWHQG
WKDW VDOHV UHSUHVHQWDWLYHV DW )LUVW %RVWRQ JDYH UHODWLYHO\ ELJ DOORFDWLRQV RI QHZ VWRFNV WR
SURIHVVLRQDO LQYHVWRUV LQ H[FKDQJH IRU D VKDUH RI WKH SURILWV WKRVH EX\HUV PDGH E\ UHVHOOLQJ WKH
VWRFNV1 7KH\ DOVR FRQWHQG WKDW RWKHU LQYHVWPHQW EDQNV/ LQFOXGLQJ *ROGPDQ/ 6DFKV DQG 0RUJDQ
6WDQOH\ 'HDQ :LWWHU/ VROLFLWHG SURPLVHV IURP LQYHVWRUV WKDW WKH\ ZRXOG EX\ PRUH VKDUHV RI D QHZ
VWRFN DW KLJKHU SULFHV DIWHU LW VWDUWHG WUDGLQJ1 6XFK DUUDQJHPHQWV/ H[SUHVVO\ SURKLELWHG E\
VHFXULWLHV ODZV/ FRXOG KDYH GULYHQ QHZ VWRFNV WR DUWLILFLDOO\ KLJK SULFHV1 6SRNHVZRPHQ IRU
*ROGPDQ/ 6DFKV DQG 0RUJDQ 6WDQOH\ GHFOLQHG WR FRPPHQW1 )HGHUDO UHJXODWRUV DUH FRQWLQXLQJ WR
LQYHVWLJDWH WKH VHFRQG SUDFWLFH/ NQRZQ RQ :DOO 6WUHHW DV µODGGHULQJ¶ D VWRFN/ DQG WKH\ PD\ VWLOO
EULQJ FKDUJHV DJDLQVW RQH RU PRUH LQYHVWPHQW EDQNV1´7

7KHUH KDV EHHQ VRPH VSHFXODWLRQ WKDW WKH 6(& DQG WKH 1DWLRQDO $VVRFLDWLRQ RI 6HFXULWLHV 'HDOHUV
PLJKW LVVXH UXOHV IRUELGGLQJ NLFNEDFNV RU LQIODWHG FRPPLVVLRQV LQ ,32 DOORFDWLRQV1 %XW/
DFFRUGLQJ WR SXEOLVKHG DFFRXQWV/ UHJXODWRUV FRUUHFWO\ UHFRJQL]H WKDW DQ LQFUHPHQWDO FKDQJH LQ
UXOHV PD\ GR OLWWOH WR SUHYHQW UHFXUUHQW DEXVHV1 ³,W*V YHU\ GLIILFXOW WR GUDZ XS UXOHV WR UHJXODWH
DOORFDWLRQ RI VKDUHV WKDW DUH XQGHUSULFHG/´ RQH RIILFLDO LV TXRWHG DV VD\LQJ18

5DWKHU/ WKH SHUVSHFWLYH RI WKH FXUUHQW SDSHU LV WKDW D PRUH UDGLFDO RYHUKDXO RI FXUUHQW SUDFWLFH LV
QHFHVVDU\= D FKDQJH WR D PRGHUQ DXFWLRQ V\VWHP WKDW SURYLGHV DQ RSHQ WUDQVSDUHQW PHFKDQLVP IRU
SULFH GLVFRYHU\1 7KLV LV WKH FOHDUHVW ZD\ WKDW WKH FXUUHQW XQGHUSULFLQJ²DQG WKH DFFRPSDQ\LQJ
LQFHQWLYHV IRU DEXVH²FDQ EH HOLPLQDWHG1

ê $XFWLRQ 7KHRU\ 3UHOLPLQDULHV

7KLV VHFWLRQ ZLOO SURYLGH VRPH EDFNJURXQG LQIRUPDWLRQ RQ DXFWLRQ IRUPDWV WKDW PLJKW EH
FRQWHPSODWHG IRU QHZ LVVXHV PDUNHWV DQG VRPH DVVRFLDWHG UHVXOWV LQ WKH OLWHUDWXUH1

êïì 6HDOHGð%LGñ 0XOWLð8QLW $XFWLRQ )RUPDWV

6HDOHG0ELG/ PXOWL0XQLW DXFWLRQ IRUPDWV DUH EHVW NQRZQ LQ WKH ILQDQFLDO VHFWRU IRU WKHLU ORQJWLPH
DQG ZLGHVSUHDG XVH LQ WKH VDOH RI FHQWUDO JRYHUQPHQW VHFXULWLHV1 )RU H[DPSOH/ WHQ \HDUV DJR/ WKH

6 ³)LUVW %RVWRQ 6HHQ 6HWWOLQJ .LFNEDFN &DVH/´ 7KH 1HZ <RUN 7LPHV/ 'HFHPEHU 45/ 5334/ S1 &41
7 ³)LUVW %RVWRQ 6HHQ 6HWWOLQJ .LFNEDFN &DVH/´ 7KH 1HZ <RUN 7LPHV/ 'HFHPEHU 45/ 5334/ S1 &41
8 ³86 PD\ GURS ,32 UXOH FKDQJHV= 'RXEWV DUH LQFUHDVLQJ DV WR ZKHWKHU FKDQJLQJ VKDUH DOORFDWLRQ SUDFWLFH ZRXOG HQG
DEXVHV/´ 7KH )LQDQFLDO 7LPHV/ 'HFHPEHU 45/ 5334/ S1 561
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-RLQW 5HSRUW RQ WKH *RYHUQPHQW 6HFXULWLHV 0DUNHW VXUYH\HG 2(&' FRXQWULHV DQG IRXQG WKDW WKH
8161/ $XVWUDOLD/ &DQDGD/ 'HQPDUN/ )UDQFH/ *HUPDQ\/ ,WDO\/ -DSDQ/ 1HZ =HDODQG DQG WKH 8QLWHG
.LQJGRP WKHQ XVHG VHDOHG0ELG DXFWLRQV IRU VHOOLQJ DW OHDVW VRPH RI WKHLU JRYHUQPHQW VHFXULWLHV19
)RU PDQ\ \HDUV/ VHDOHG0ELG DXFWLRQV KDYH DOVR EHHQ XVHG UDWKHU H[WHQVLYHO\ IRU VKDUH UHSXUFKDVHV
E\ SXEOLFO\ WUDGHG FRPSDQLHV: DQG/ LQ UHODWLYHO\ UDUH LQVWDQFHV/ IRU ,32¶V1;

3D\0$V0%LG $XFWLRQV1< %LGGHUV VXEPLW VHDOHG ELGV WKDW HIIHFWLYHO\ FRPSULVH GHPDQG FXUYHV1 7KH
DXFWLRQHHU DJJUHJDWHV WKH ELGV DQG GHWHUPLQHV WKH FOHDULQJ SULFH DW ZKLFK GHPDQG HTXDOV VXSSO\1
(DFK ELGGHU ZLQV WKH TXDQWLW\ GHPDQGHG DW WKH FOHDULQJ SULFH/ DQG SD\V WKH DPRXQW WKDW KH ELG
IRU HDFK XQLW ZRQ1

8QLIRUP03ULFH $XFWLRQV143 %LGGHUV VXEPLW VHDOHG ELGV WKDW HIIHFWLYHO\ FRPSULVH GHPDQG FXUYHV1
7KH DXFWLRQHHU DJJUHJDWHV WKH ELGV DQG GHWHUPLQHV WKH FOHDULQJ SULFH DW ZKLFK GHPDQG HTXDOV
VXSSO\1 (DFK ELGGHU ZLQV WKH TXDQWLW\ GHPDQGHG DW WKH FOHDULQJ SULFH/ DQG SD\V WKH FOHDULQJ SULFH
IRU HDFK XQLW ZRQ1

êïë $VFHQGLQJð%LGñ 0XOWLð8QLW $XFWLRQ )RUPDWV

$VFHQGLQJ0ELG/ PXOWL0XQLW DXFWLRQ IRUPDWV KDYH EHFRPH GRPLQDQW LQ UHFHQW \HDUV IRU JRYHUQPHQW
VDOHV RI WHOHFRPPXQLFDWLRQV VSHFWUXP1 $V GHVFULEHG LQ 6HFWLRQ 7 EHORZ/ WKH\ DUH DOVR FRPLQJ
LQWR VLJQLILFDQW XVH LQ WKH HQHUJ\ DQG HQYLURQPHQWDO VHFWRUV1

6LPXOWDQHRXV $VFHQGLQJ $XFWLRQV144 7KH LWHPV DUH DXFWLRQHG VLPXOWDQHRXVO\ LQ PXOWLSOH
URXQGV RI ELGGLQJ1 ,Q HDFK URXQG/ ELGGHUV PD\ VXEPLW QHZ ELGV1 $ ELG LV D SDLU FRPSULVLQJ DQ
LWHP DQG DQ DVVRFLDWHG SULFH +KLJKHU WKDQ WKH VWDQGLQJ KLJK ELG,1 %LGV FDQ FRQWLQXH WR EH
VXEPLWWHG IRU DQ\ LWHP XQWLO WKH DXFWLRQ HQGV IRU DOO LWHPV> WKH DXFWLRQ HQGV RQO\ ZKHQ D URXQG
HODSVHV ZLWK QR QHZ ELGV VXEPLWWHG IRU DQ\ RI WKH LWHPV1

$VFHQGLQJ &ORFN $XFWLRQV145 ,Q HDFK URXQG/ WKH DXFWLRQHHU DQQRXQFHV D SULFH +RU SULFH YHFWRU,
IRU WKH LWHPV EHLQJ DXFWLRQHG/ DQG ELGGHUV UHVSRQG ZLWK ELGV1 $ ELG FRPSULVHV D TXDQWLW\ RI LWHPV
GHPDQGHG DW WKH DQQRXQFHG SULFH1 ,I WKH DJJUHJDWH GHPDQG H[FHHGV WKH VXSSO\/ WKH DXFWLRQHHU
UDLVHV WKH SULFH DQG WKH SURFHVV UHSHDWV1 7KH DXFWLRQ HQGV DW WKH ILUVW SULFH DW ZKLFK DJJUHJDWH
GHPDQG LV OHVV WKDQ RU HTXDO WR VXSSO\1

9 8161 'HSDUWPHQW RI WKH 7UHDVXU\/ 8161 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ/ DQG %RDUG RI *RYHUQRUV RI WKH
)HGHUDO 5HVHUYH 6\VWHP +4<<5,/ -RLQW 5HSRUW RQ WKH *RYHUQPHQW 6HFXULWLHV 0DUNHW/ SS1 %±58 0 %±591
: 6HH %DJZHOO/ /DXULH 61 +4<<5, DQG *D\/ .DOH DQG 1RH +4<<4,1
; 6HH .DQGHO/ 6DULJ/ DQG :RKO +4<<<, DQG 6KHUPDQ ,1
< 3D\0DV0ELG DXFWLRQV DUH RIWHQ UHIHUUHG WR DV ³SD\0\RXU0ELG DXFWLRQV/´ RU OHVV GHVFULSWLYHO\/ DV ³GLVFULPLQDWRU\
DXFWLRQV´ RU ³PXOWLSOH0SULFH DXFWLRQV1´ 7KH\ JHQHUDOL]H WKH VHDOHG0ELG/ ILUVW0SULFH DXFWLRQ IRU VLQJOH LWHPV1
43 8QLIRUP0SULFH DXFWLRQV DUH RIWHQ UHIHUUHG WR/ OHVV GHVFULSWLYHO\/ LQ WKH ILQDQFLDO SUHVV DV ³'XWFK DXFWLRQV/´ RU
YDULRXVO\ DV ³QRQGLVFULPLQDWRU\ DXFWLRQV/´ ³FRPSHWLWLYH DXFWLRQV/´ RU ³VLQJOH0SULFH DXFWLRQV1´ ,W LV VRPHWLPHV
DVVHUWHG +LQFRUUHFWO\, WKDW WKH\ JHQHUDOL]H WKH VHDOHG0ELG/ VHFRQG0SULFH DXFWLRQ IRU VLQJOH LWHPV1 +RZHYHU/ WKH FRUUHFW
PXOWL0XQLW JHQHUDOL]DWLRQ RI WKH VHFRQG0SULFH DXFWLRQ LV GXH WR 9LFNUH\ +4<94,1
44 6HH &UDPWRQ +4<<8, DQG 0LOJURP ,1
45 6HH $XVXEHO +4<<:/ 4<<</ 5333D/ E,1
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9DULDWLRQV RQ WKH VLPXOWDQHRXV DVFHQGLQJ DXFWLRQ KDYH EHHQ XVHG GXULQJ 4<<705334 IRU VSHFWUXP
DXFWLRQV RQ VL[ FRQWLQHQWV JHQHUDWLQJ PRUH WKDQ '433 ELOOLRQ LQ UHYHQXHV1 $PRQJ WKH EHVW0NQRZQ
H[DPSOHV RI WKHVH DXFWLRQV ZHUH WKH 8161 3&6 DXFWLRQV RI 4<<70<9 DQG 5334/ WKH 8. 6* DXFWLRQ
LQ 5333/ DQG WKH *HUPDQ 6* DXFWLRQ LQ 53331:KHQ ODUJH QXPEHUV RI LGHQWLFDO LWHPV DUH WR EH
DXFWLRQHG²DV LV WKH FDVH LQ WKH LVVXDQFH RI HTXLW\ RU GHEW VHFXULWLHV²LW LV RIWHQ DGYDQWDJHRXV WR
LQVWHDG IRUPXODWH WKH SURFHGXUH DV DQ DVFHQGLQJ FORFN DXFWLRQ1 6LQFH WKH DXFWLRQHHU/ UDWKHU WKDQ
ELGGHUV/ QDPHV WKH SULFHV LQ D FORFN DXFWLRQ/ WKH DXFWLRQHHU KDV JUHDWHU FRQWURO RYHU WKH VSHHG RI
WKH FORFN DXFWLRQ DQG FDQ DVVXUH WKDW LW UXQV DW D GHOLEHUDWH SDFH1 7KH (') *HQHUDWLRQ &DSDFLW\
$XFWLRQ DQG WKH 8. (PLVVLRQV 7UDGLQJ 6FKHPH $XFWLRQ/ GHVFULEHG LQ WKH QH[W VHFWLRQ/ DUH WZR
H[DPSOHV RI KLJK0VWDNHV DVFHQGLQJ FORFN DXFWLRQV1

êïê 6WDQGDUG 5HVXOWV RI $XFWLRQ 7KHRU\

$XFWLRQ IRUPDWV DUH JHQHUDOO\ HYDOXDWHG DFFRUGLQJ WR WZR FULWHULD= HIILFLHQF\/ WKH H[WHQW WR ZKLFK
WKH DXFWLRQ DVVLJQV LWHPV WR WKH ELGGHUV ZKR YDOXH WKHP WKH PRVW> DQG UHYHQXH PD[LPL]DWLRQ/ WKH
H[WHQW WR ZKLFK WKH DXFWLRQ PD[LPL]HV WKH VHOOHU¶V H[SHFWHG UHYHQXHV10RVW RI WKH HDUO\ UHVXOWV RI
DXFWLRQ WKHRU\ FRQFHUQ VDOHV RI VLQJOH LWHPV1 ,I ELGGHUV DUH V\PPHWULF DQG KDYH SXUH SULYDWH
YDOXHV/ WKH VHDOHG0ELG ILUVW0SULFH/ WKH VHDOHG0ELG VHFRQG0SULFH/ DQG WKH DVFHQGLQJ +(QJOLVK,
DXFWLRQ DOO DFKLHYH HTXDO HIILFLHQF\ DQG VHOOHU UHYHQXHV1 +RZHYHU/ WR WKH H[WHQW WKDW ELGGHUV¶
YDOXDWLRQV DUH DIILOLDWHG +DSSUR[LPDWHO\ PHDQLQJ SRVLWLYHO\ FRUUHODWHG, ZLWK RQH DQRWKHU/
DVFHQGLQJ DXFWLRQV RXWSHUIRUP VHDOHG0ELG DXFWLRQV ZLWK UHVSHFW WR UHYHQXHV +0LOJURP DQG
:HEHU/ 4<;5,1 7KH LQWXLWLRQ RIWHQ SURYLGHG IRU WKLV UHVXOW LV WKDW VHDOHG0ELG DXFWLRQV DUH
SDUWLFXODUO\ VXVFHSWLEOH WR WKH ³:LQQHU¶V &XUVH´= D ELGGHU LV PRUH OLNHO\ WR ZLQ DQ DXFWLRQ ZKHQ
RSSRVLQJ ELGGHUV SRVVHVV XQIDYRUDEOH LQIRUPDWLRQ DQG VR/ LQ WKLV VHQVH/ ZLQQLQJ PD\ EH EDG
QHZV1 +RZHYHU/ VLQFH DQ DVFHQGLQJ DXFWLRQ SURYLGHV ELGGHUV ZLWK FRQWLQXRXV IHHGEDFN DERXW WKH
RSSRVLQJ ELGGHUV¶ YDOXDWLRQV/ SURYLGLQJ RSSRUWXQLWLHV WR GUDZ LQIHUHQFHV DQG WR UHVSRQG
DFFRUGLQJO\/ LW DPHOLRUDWHV WKH :LQQHU¶V &XUVH DQG OHDGV RQ DYHUDJH WR PRUH DJJUHVVLYH ELGGLQJ/
WR WKH VHOOHU¶V XOWLPDWH EHQHILW146

0RUH UHFHQW ZRUN LQ WKH DXFWLRQ OLWHUDWXUH KDV H[DPLQHG PXOWL0XQLW DXFWLRQV10XFK RI WKH
HPSLULFDO HPSKDVLV KDV EHHQ RQ WKH FRPSDULVRQ EHWZHHQ WKH SD\0DV0ELG DXFWLRQ DQG XQLIRUP0
SULFH DXFWLRQ1 ,QGHHG/ WKH 8161 7UHDVXU\ FRQGXFWHG DQ ³H[SHULPHQW´ IURP 4<<5 WR 4<<; RI XVLQJ
WKH XQLIRUP0SULFH DXFWLRQ IRU VHOOLQJ 50\HDU DQG 80\HDU QRWHV DQG XVLQJ WKH SD\0DV0ELG DXFWLRQ IRU
VHOOLQJ RWKHU 7UHDVXU\ GXUDWLRQV +0DOYH\ DQG $UFKLEDOG/ 4<<;,/ DQG WKHQ VZLWFKHG HQWLUHO\ WR WKH
XQLIRUP0SULFH DXFWLRQ LQ 1RYHPEHU 4<<;1 +RZHYHU/ WKH WKHRUHWLFDO OLWHUDWXUH PDNHV FOHDU WKDW/
H[FHSW LQ YHU\ VSHFLDO FLUFXPVWDQFHV/ WKH UHYHQXH UDQNLQJV RI WKH SD\0DV0ELG DQG XQLIRUP0SULFH
DXFWLRQV DUH LQKHUHQWO\ DPELJXRXV/ DQG ERWK IRUPDWV LQHYLWDEO\ \LHOG LQHIILFLHQW RXWFRPHV
+$XVXEHO DQG &UDPWRQ/ 4<<9,10RUHRYHU/ DQ\ IRFXV RQ WKH SD\0DV0ELG DQG XQLIRUP0SULFH IRUPDWV
LJQRUHV RWKHU DXFWLRQ DSSURDFKHV WKDW DUH OLNHO\ WR RXWSHUIRUP ERWK1

,Q SDUWLFXODU/ DVFHQGLQJ0ELG PXOWL0XQLW DXFWLRQ IRUPDWV RIIHU VHYHUDO GHFLVLYH DGYDQWDJHV RYHU
VHDOHG0ELG PXOWL0XQLW DXFWLRQ IRUPDWV1 )LUVW/ WKH LQVLJKW IURP VLQJOH0LWHP DXFWLRQV WKDW WKH
FRQWLQXRXV IHHGEDFN DERXW RWKHU ELGGHUV¶ YDOXDWLRQV ZRXOG DPHOLRUDWH WKH :LQQHU¶V &XUVH DQG
OHDG WR PRUH DJJUHVVLYH ELGGLQJ VKRXOG EH H[SHFWHG WR FDUU\ RYHU WR PDQ\ PXOWL0XQLW

46 6HH0F$IHH DQG 0F0LOODQ +4<;:, IRU DQ H[FHOOHQW VXUYH\ RI WKH HDUO\ UHVXOWV RI DXFWLRQ WKHRU\1
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HQYLURQPHQWV1 7KLV LQWXLWLRQ OHG WKH -RLQW 5HSRUW RQ WKH *RYHUQPHQW 6HFXULWLHV 0DUNHW WR
FRQFOXGH= ³,UUHVSHFWLYH RI ZKHWKHU WKH VLQJOH0SULFH/ VHDOHG0ELG DXFWLRQ ZRXOG SURYH VXSHULRU WR
WKH FXUUHQW SUDFWLFH/ WKH $JHQFLHV EHOLHYH WKDW WKHUH LV DQ DXFWLRQ WHFKQLTXH WKDW PD\ EH VXSHULRU
WR ERWK W\SHV RI VHDOHG0ELG DXFWLRQ WHFKQLTXHV GLVFXVVHG DERYH1 7KLV LV DQ DVFHQGLQJ0SULFH/ RSHQ
DXFWLRQ V\VWHP/ ZKLFK ZLOO EH IHDVLEOH IRU WKH ILUVW WLPH RQFH WKH DXFWLRQV DUH DXWRPDWHG1´ 47
6HFRQG/ DVFHQGLQJ0FORFN DXFWLRQV/ EHWWHU WKDQ VHDOHG0ELG DXFWLRQV/ DOORZ ELGGHUV WR PDLQWDLQ WKH
SULYDF\ RI WKHLU YDOXDWLRQV IRU WKH LWHPV EHLQJ VROG1 %LGGHUV QHYHU QHHG WR VXEPLW DQ\ LQGLFDWLRQV
RI LQWHUHVW DW DQ\ SULFHV DERYH WKH DXFWLRQ¶V FOHDULQJ SULFH1 7KLUG/ DQ HIILFLHQW DVFHQGLQJ0ELG
DXFWLRQ IRUPDW/ LPSURYLQJ XSRQ WKH EDVLF FORFN DXFWLRQ GHVLJQ/ KDV EHHQ GHYHORSHG LQ UHFHQW
\HDUV1 7KLV SDSHU ZLOO FRQWLQXH E\/ ILUVW/ LQ 6HFWLRQ 7 GHVFULELQJ WZR SUDFWLFDO LPSOHPHQWDWLRQV RI
FORFN DXFWLRQV/ DQG WKHQ LQ 6HFWLRQ 8 H[SODLQLQJ WKH HIILFLHQW DVFHQGLQJ0ELG DXFWLRQ1

é &DVH 6WXGLHVã +LJKð6WDNHV $XFWLRQV LQ 2WKHU 6HFWRUV RI WKH (FRQRP\

7KLV VHFWLRQ RI WKH SDSHU GRHV QRW LQ DQ\ ZD\ DWWHPSW WR SURYLGH D FRPSUHKHQVLYH VXUYH\ RI
PRGHUQ DXFWLRQ WHFKQLTXHV DV DSSOLHG WR RWKHU VHFWRUV RI WKH HFRQRP\1 5DWKHU/ LW IRFXVHV RQ WZR
VSHFLILF KLJK0VWDNHV/ UHDO0ZRUOG DXFWLRQV XWLOL]LQJ GHVLJQV WKDW DUH DOVR ZHOO VXLWHG IRU ILQDQFLDO
VHUYLFHV DSSOLFDWLRQV/ LQFOXGLQJ WKH LVVXDQFH RI VHFXULWLHV1 7KH\ DUH ERWK SURMHFWV WKDW WKH DXWKRU
KDV KHOSHG WR UXQ GXULQJ WKH WLPH VLQFH KH DJUHHG WR ZULWH WKLV SDSHU1

éïì 7KH (OHFWULFLWp GH )UDQFH õ(')ô *HQHUDWLRQ &DSDFLW\ $XFWLRQV

(OHFWULFLWp GH )UDQFH +('),/ WKH GRPLQDQW SRZHU SURGXFHU LQ )UDQFH DQG WKH ZRUOG¶V ODUJHVW
HOHFWULFLW\ JURXS/ FRPPLWWHG LQ DQ DJUHHPHQW ZLWK WKH (XURSHDQ &RPPLVVLRQ +LQ FRQQHFWLRQ ZLWK
(')¶V DFTXLVLWLRQ RI D VXEVWDQWLDO LQWHUHVW LQ *HUPDQ XWLOLW\ (QHUJLH %DGHQ0:�UWWHPEHUJ $*, WR
EHJLQ WKH GLYHVWPHQW RI 9/333 PHJDZDWWV RI JHQHUDWLRQ FDSDFLW\ LQ 53341 7KH 9/333 PHJDZDWWV WR
EH VROG UHSUHVHQWHG DSSUR[LPDWHO\ 43( RI )UDQFH¶V HOHFWULFLW\ VXSSO\1 7KLV GLYHVWPHQW ZRXOG EH
DFFRPSOLVKHG QRW E\ VHOOLQJ WKH SK\VLFDO SRZHU SODQWV/ EXW E\ VHOOLQJ ³YLUWXDO SRZHU SODQWV´
+933¶V,/ RSWLRQ FRQWUDFWV UHSOLFDWLQJ WKH RXWSXWV RI WKH SRZHU SODQWV1 7ZR EDVLF W\SHV RI YLUWXDO
SRZHU SODQWV ZRXOG EH VROG= +D, EDVH0ORDG 933¶V/ ZKRVH VWULNH SULFHV ZRXOG HTXDO WKH YDULDEOH
FRVW RI D QXFOHDU SRZHU SODQW +DQG VR WKH RSWLRQV ZRXOG EH H[HUFLVHG HVVHQWLDOO\ DURXQG WKH
FORFN/ 698 GD\V SHU \HDU,> DQG +E, SHDN0ORDG 933¶V/ ZKRVH VWULNH SULFHV ZRXOG HTXDO WKH YDULDEOH
FRVW RI D SHDN ORDG SODQW +DQG VR WKH RSWLRQV ZRXOG EH H[HUFLVHG RQO\ DW SHDN WLPHV,1 %DVH0ORDG
DQG SHDN0ORDG 933¶V LQ D YDULHW\ RI GXUDWLRQV ZRXOG EH RIIHUHG1 ,Q DGGLWLRQ/ D WKLUG W\SH RI
SURGXFW/ ³3RZHU 3XUFKDVH $JUHHPHQWV´ +33$¶V,/ ZRXOG EH VROG1 33$¶V UHSUHVHQW D EORFN RI
SRZHU EDVHG RQ WKH RXWSXW IURP FR0JHQHUDWLRQ SODQWV XQGHU SRZHU SXUFKDVH FRQWUDFWV1

7KH )UHQFK JHQHUDWLRQ FDSDFLW\ LV EHLQJ VROG E\ ZD\ RI D G\QDPLF/ DVFHQGLQJ0FORFN DXFWLRQ1
7R GDWH/ (') KDV FRQGXFWHG WKUHH FDSDFLW\ DXFWLRQV/ LQ 6HSWHPEHU 5334/ 'HFHPEHU 5334 DQG
0DUFK 5335/ DGYLVHG E\ 3ULFHZDWHUKRXVH&RRSHUV DQG 0DUNHW 'HVLJQ ,QF1 7KH IROORZLQJ
GHVFULSWLRQ ZLOO ODUJHO\ IRFXV RQ WKH ILUVW DXFWLRQ/ LQ ZKLFK 933¶V UHSUHVHQWLQJ VRPH 633 PLOOLRQ
(XURV ZRUWK RI HOHFWULFLW\ ZHUH VROG148

47 8161 'HSDUWPHQW RI WKH 7UHDVXU\/ 8161 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ/ DQG %RDUG RI *RYHUQRUV RI WKH
)HGHUDO 5HVHUYH 6\VWHP +4<<5,/ -RLQW 5HSRUW RQ WKH *RYHUQPHQW 6HFXULWLHV 0DUNHW/ SS1 470481
48 7KH DXWKRU PDQDJHG 0DUNHW 'HVLJQ ,QF1¶V SDUWLFLSDWLRQ LQ WKH SURMHFW/ ZKLFK LQFOXGHG GHVLJQLQJ WKH DXFWLRQ/
GHYHORSLQJ WKH DXFWLRQ VRIWZDUH/ DQG DGYLVLQJ (') LQ WKH FRQGXFW RI WKH DXFWLRQ10RUH GHWDLOHG LQIRUPDWLRQ DERXW
WKH (') *HQHUDWLRQ &DSDFLW\ $XFWLRQV LV DYDLODEOH DW WKH IROORZLQJ 85/¶V=
KWWS=22ZZZ1HIILFLHQWDXFWLRQV1FRP2HOHFWULFLW\1KWP DQG KWWS=22ZZZ1HGI1IU2KWP2HQ2HQFKHUH2HQFKHUH21
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,Q WKH ILUVW DXFWLRQ/ DQ LQLWLDO WUDQFKH RI 4/4<3 PHJDZDWWV +0:, RI HOHFWULFLW\ ZDV RIIHUHG1 7KLV
JHQHUDWLRQ FDSDFLW\ ZDV VROG LQ ILIWHHQ SURGXFWV/ RUGHUHG DV ILYH SURGXFW ³JURXSV´=

x 3URGXFW *URXS $= 933 %DVH0/RDG 3URGXFW
R 6L[ GXUDWLRQV/ DOO EHJL
R 6XSSO\  ;330:

x 3URGXFW *URXS %= 933 3HDN0/RDG 3URGXFW
R 6L[ GXUDWLRQV/ DOO EHJL
R 6XSSO\  5330:

x 3URGXFW *URXS &= 933 %DVH0/RDG 3URGXFW
R 2QH GXUDWLRQ= 442425334 ±
R 6XSSO\  ;330:/ OLPLWHG E\ *URXS $

x 3URGXFW *URXS '= 933 3HDN0/RDG 3URGXFW
R 2QH GXUDWLRQ= 442425334 ±
R 6XSSO\  5330:/ OLPLWHG E\ *URXS %

x 3URGXFW *URXS (= 33$ 3URGXFW
R 2QH GXUDWLRQ= 42425335 ±
R 6XSSO\  4<30:

,Q EURDG SHUVSHFWLYH/ WKH DXFWLRQ LV FRQGXFWHG DV D SUDFWLFDO LPSOHPHQWDWLRQ RI WKH ILFWLWLRXV
³:DOUDVLDQ DXFWLRQHHU´ RI PLFURHFRQRPLFV WKHRU\1 7KH DXFWLRQHHU +VHOOHU, EHJLQV WKH DXFWLRQ E\
DQQRXQFLQJ D SULFH YHFWRU IRU HDFK RI WKH 48 SURGXFWV1 7KH SDUWLFLSDWLQJ ELGGHUV +EX\HUV, HDFK
UHVSRQG ZLWK D TXDQWLW\ GHPDQGHG RI HDFK RI WKH 48 SURGXFWV +OLPLWHG E\ D FRQVWUDLQW WKDW QR
VLQJOH ELGGHU FDQ GHPDQG PRUH WKDQ 78( RI WKH DYDLODEOH VXSSO\,1 7KH DXFWLRQHHU DQQRXQFHV WKH
DJJUHJDWH GHPDQG IRU HDFK SURGXFW/ FRPSDUHV WKH DJJUHJDWH GHPDQG IRU HDFK SURGXFW JURXS ZLWK
WKH DYDLODEOH VXSSO\/ DQG DGMXVWV WKH SULFH YHFWRU DFFRUGLQJO\1 7KH SURFHVV LV UHSHDWHG XQWLO DOO RI
WKH SURGXFW JURXSV FOHDU1

7KH (') *HQHUDWLRQ &DSDFLW\ $XFWLRQV DUH LPSOHPHQWHG RQ SURSULHWDU\/ FRPPHUFLDO0JUDGH
VRIWZDUH GHVLJQHG IRU FORFN DXFWLRQV1 7KH DXFWLRQ VRIWZDUH RSHUDWHV RQ D ZHE VHUYHU ORFDWHG LQ
(XURSH/ ZLWK D EDFNXS VHUYHU ORFDWHG LQ WKH 8QLWHG 6WDWHV1 %LGGHUV VXEPLW ELGV LQ WKH DXFWLRQ DQG
IROORZ WKH DXFWLRQ¶V SURJUHVV XVLQJ VWDQGDUG ZHE EURZVHUV +,QWHUQHW ([SORUHU RU 1HWVFDSH
1DYLJDWRU,1 7KH DXFWLRQ VRIWZDUH XWLOL]HV D YDULHW\ RI VHFXULW\ IHDWXUHV/ LQFOXGLQJ= 45;0ELW 66/
+WKH VDPH HQFU\SWLRQ VWDQGDUG XVHG E\ ILQDQFLDO LQVWLWXWLRQV RQ WKH ,QWHUQHW,> D GLJLWDO FHUWLILFDWH
IRU HVWDEOLVKLQJ DXWKHQWLILFDWLRQ> D ZHE VHUYHU SURWHFWHG E\ D ILUHZDOO> DQG ORJLQ ,'¶V DQG
SDVVZRUGV GLVWULEXWHG WR ELGGHUV E\ QRQ0HOHFWURQLF PHDQV1 ,Q WKH HYHQW WKDW DQ LQGLYLGXDO ELGGHU
VXIIHUV IDLOXUH RI KLV RZQ FRPSXWHU V\VWHP RU ,QWHUQHW FRQQHFWLRQ/ WKH ELGGHU FRQWDFWV WKH DXFWLRQ
DGPLQLVWUDWRU DQG VXEPLWV KLV ELG E\ ID[1 7KH VRIWZDUH WKHQ SHUPLWV WKH DXFWLRQ DGPLQLVWUDWRU WR
HQWHU D ELG RQ EHK RI D ELGGHU1 $OO WUDQVDFWLRQV RQ WKH DXFWLRQ V\VWHP DUH UHFRUGHG LQ DQ DXGLW
ILOH1 7KH DXGLW ILOH QRWHV WKH WLPH DQG DPRXQW RI DOO ELG VXEPLVVLRQV1 ,W DOVR UHFRUGV VXFK RWKHU
HYHQWV DV D ELG SODFHG E\ WKH DXFWLRQ DGPLQLVWUDWRU RQ EHK RI D ELGGHU1

7KH WKUHH (') *HQHUDWLRQ &DSDFLW\ $XFWLRQV WR GDWH DSSHDU WR KDYH EHHQ HQWLUHO\ VXFFHVVIXO1
7KH\ KDYH DWWUDFWHG WKH SDUWLFLSDWLRQ RI VRPH 78 HQHUJ\ WUDGHUV DQG VXSSOLHUV/ ZLWK PRUH WKDQ
53 ELGGHUV HPHUJLQJ DV VXFFHVVIXO SXUFKDVHUV1 7KH ILUVW WZR DXFWLRQV FRQFOXGHG LQ WHQ URXQGV
HDFK/ DQG WKH WKLUG DXFWLRQ FRQFOXGHG LQ QLQH URXQGV1 'XH WR WKH IDFW WKDW LW ZDV WKH ILUVW DXFWLRQ/
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